The importance of maintaining proper books of accounts and sound accounting practices has been emphasised in ensuring proper financial management in SMEs. In this study, we investigate the record keeping strategies utilized by SMEs in Kumasi (Ghana) through data based on responses to a structured questionnaire from 210 SMEs in Kumasi. We report that majority of SMEs fail to maintain complete accounting records as they think there is no need to keep accounting records and that it exposes their financial position. It is recommended that training programmes must be organised to sensitize owners/managers on the need to maintain proper books of accounts. The government should also come out with the necessary legal instruments to make the preparation of proper books of accounts mandatory in order to improve SMEs practice of accounting in Ghana.
Introduction
The contribution of Small and Micro Enterprises (SMEs) to the economic development of most developing countries is overwhelming. Providing employment for almost two-thirds of the countries working population, contributing to the government revenue generation through the payment of income tax, as well as providing income in terms of profits, dividends and wages to households just to mention a few, has been the ultimate hallmark of SMEs to a developing country of which Ghana is no exception. As Prasad et al. (2001) contend, growing SMEs will also contribute to expanding the size of the directly productive sector in the economy; generating tax revenue for the government; and, all in all, facilitating poverty reduction through fiscal transfers and income from employment and firm ownership.
Comparatively, most SMEs are not registered as corporate bodies but as sole proprietorship this makes registration procedures quite simple and a bit easier than the other forms of business registration. Partly due to this phenomenon, SMEs has outnumbered all the other forms of business and could be found almost everywhere across the country. In spite of their numbers, and significance, recent studies show that 60% of the SMEs fail within the first five years of operation (Boachie et al., 2005) . Studies also show that it is hard for the SMEs to access finances from the financial institutions since they lack proper financial records as a requirement (William, 2008) . The SMEs inability, many times to live beyond their first few months of existence has been attributed partly to lack of finance. To become successful and be able to contribute meaningfully to the Ghanaian economy, SMEs must attract and secure finance all by themselves.
Providers of finance more often than not, rely on information before making the final decision to either invest or not to invest in a given business. Banks for example, will need to know whether the SME seeking finance will be able to pay the principal amount as well as the interest before going ahead to grant the facility. This is particularly true of financial accounting information about a firm's operations. An adequate accounting system will generate the needed financial accounting information for whatever purpose. It is recommended that SMEs keep detailed accounting records and audit their financial statements on an annual basis. This will enable the banks to make a proper evaluation of SMEs, which should improve their accessibility to credit (Olufunso et al., 2010) . Unfortunately because most SMEs in Ghana are managed by owner, they sometimes believe they have less need for financial accounting information because of their personal involvement in the day-to-day operations. This assertion may not be entirely true especially when it has to do with looking for finance.
To enable seekers of finance and providers of finance makes an informed economic decision; there is the need to have reliable accounting information which has been generated through an adequate accounting system. That requires that proper books of account are kept. An inadequate accounting system is a primary factor in small business failures. Quality of SME records keeping attract investors to invest and for financial institution to provide finance (Tagoe et al., 2001 ).
For most developing countries including Ghana, achieving low unemployment, improving income levels and reducing poverty which eventually lead to economic success largely depends on whether our SMEs are doing well or not. For the SMEs also to do well there is the need for them to attract and secure finance. Providers of finance will not invest or provide funds unless they are assured that they will not lose their investment. Most providers of finance assure themselves with financial accounting information generated from an adequate accounting system in order to reduce risk.
The question now is, do the SMEs have in place proper books of accounts to generate the much needed accounting information that providers of finance and other business partners require? The answer to the above question makes it imperative for the researcher to look at financial accounting practices of SMEs in Ghana.
The study is relevant in the Ghanaian context given the important role SMEs play in the economic development. There is the need to explore the accounting practices of SMEs in Ghana and to ascertain whether they are able to meet the expectations of finance providers. This will improve SMEs access to funds and improve the performance of the general level of economic activity. The study will add to the literature on accounting practices of SMEs and therefore add to a body of knowledge. The study will also have important policy implications for the government of Ghana and SMEs in general.
The remainder of the paper will be organized as follows: Section two provides a review of the extant literature in the area. Section three discusses the empirical methodology and results. The last section concludes the discussion and provides some policy recommendations based on the findings of the study.
Review of Existing Literature

Accounting Practices of SMEs
A review of the existing body of research reveals that the importance of keeping proper accounting records, the reasons for keeping accounting records, the extent of record keeping and the nature of accounting systems maintained by SMEs is documented, though limited. Due to the qualitative nature of such studies, questionnaire and interview methodology have been employed by most of the studies.
A strand of the literature looks at the importance of accounting systems on the basis of its application in assessing the performance of businesses by all stakeholders (see, for example, Page, 1984). Olson et al. (2004) argues that accounting information users in SMEs is on the increase. Another aspect of the studies claim that, in the process of planning for profit, financial information is assembled in a way that can help make informed judgment and take decisions concerning the organisation (Copeland & Dascher, 1978) . An accounting system is one of the most effective decision making tools of management. It provides an orderly method of gathering and organising information about the various business transactions so that it may be used as an aid to management in operating the business.
An emphasis is laid on the significance of keeping proper books of accounts by Biryabarema (1998) because it enables small businesses to have accurate information on which to base decisions. SMEs project purchase and sales, determine break-even point, and make a wide range of other financial analyses based on accounting information. The study contends that, lack of proper accounting records has seen the closure of some businesses, and thus makes it a significant issue for business success.
Other studies assert that the high incidence of failure among SMEs could be attributed to the poor accounting systems used by these enterprises (see, for example, Ofonagoro, 1983) . Those studies recount that since accounting systems play a key role in determining business growth and profitability, there is a need to evaluate the accounting systems used by SMEs. This is important because for optimum business growth, SMEs must make use of a system of accounting which will enable them determine the volume of sales, profits (or loss), assets and liabilities at any given time.
According to Lybaert (1998) , the quality of accounting information utilized within the SME has a positive relationship with an entity's performance and survival. Similarly, it has been emphasized that there is the need for financial information for small and micro business units due to the volatility normally associated with their situation such as unstable cash and profit positions, and reliance on short-term borrowing (McMahon & Holmes, 1991; Dodge, Fullerton & Robbins, 1994) . Kinney (2001) posits that accounting is one of the important types of information for decision making both within and outside the organization. He further states that the quality of this information gauged by its relevance and its reliability for a particular decision is equally important.
In the words of Osuala (1993) , many enterprises record their transactions randomly without adherence to any established systems of accounting; hence making it difficult in keeping track of the cash flows in the enterprises. Mitchel et al. (2000) argued that accounting information could help SMEs manage short-term problems in such areas as costing, expenditure and cash flow by providing information to support monitoring and control.
Knowledge of cash-flows according to Pandy (1991) is very important because cash-flows are inseparable parts of the business operations of firms. Peren and Grant (2000) noted that decision making processes in small scale enterprises are more sophisticated than anticipated but they lacked effective accounting information and control system to support their decisions. Furthermore, there is some evidence to suggest that small firms are aware of the importance of accounting information (International Federation of Accountants, 2006) . In spite of this awareness, most owners of small entities in Ghana are not too keen to use standard accounting systems to run the day-to-day activities of their enterprises. The high rate of failure of small scale enterprises in developing countries like Ghana, has generally been traced to poor management and accounting systems employed by these enterprises (Ofonagoro, 1983) .
There seems to be some consensus on the significance of financial accounting systems to business success. Some researchers assert that the quality of financial accounting information employed within the SMEs sector has a positive relationship with the performance of the entity (see, Lybaert, 1998; Nayak & Greenfield, 1994; Holmes & Nicholls, 1989; Raymond & Magnenat-Thalman, 1982) .
In spite of the considerable amount of studies conducted in accounting over the last few decades, there has been little effort on investigating the accounting systems maintained by SMEs and their effectiveness (McChlery et al., 2005) . For instance, Mitchell, Reid and Smith (1999) and Marriott and Marriot (2002) observed that, in the United Kingdom only recently had research been directed towards the financial management systems that operate within small-sized enterprises.
To date, limited research has been carried out into the accounting systems in use within small firms. Financial management systems have been analysed for micro businesses of less than 10 employees (Nayak & Greenfield, 1994) , of less than 20 employees (Holmes & Nicholls, 1989) , whilst Mitchell et al. (1999) focused their attentions on new small businesses. On their part, Perren and Grant (2000) considered how management accounting routines developed within small businesses focusing on growth-orientated organisations. Peel and Wilson's (1996) study of firms employing 50 employees or less, was restricted to only 82 respondents. Obviously, there is a need to research the small businesses community across a spectrum of sectors including newly formed and established firms (McChlery et al., 2005) .
Poor record keeping is also cited as a cause for start-up business failure. In most cases, this is not only due to the low priority attached to it, but also a lack of the basic business management and skills. Most business operators, therefore, end up losing track of their daily transactions and find it difficult to account for their expenses and their profits at the end of operations. According to Wichman (1983) , accounting is a major challenge to management of SMEs. The study recommends that SME managers and/or owners need to learn about proper accounting or engage the services of accounting experts for accounting reporting purposes.
Some authors believe that accounting reports play a significant role in SMEs. However, they argue that such accounting reports must be customised to suit the needs of SMEs. There have been proposals that the use of the cash basis must be preferred the accruals basis of accounting. A study by McMahon (1999) finds that financial reporting practices in SMEs appear to fall short of the standards recommended by various external financial information users imperatives that exist for them, and further claim that SME managers/owners appear mostly reluctant to produce financial reports which might become accessible to outside parties either through the regulatory authorities or directly.
Reasons for Keeping Financial Records
Some aspects of the existing research delve into the relationship between record keeping and performance of firms. Tanwongsval and Pinvanichkul (2008) comment on the reasons why SMEs prepare financial statements, and argue that on the list, SMEs rank assessing profitability second to the purpose of tax returns. According to Cooley and Edwards (1983) , owners of SMEs consider profit maximization as the most important financial objective. This has led to the argument that SME owners pay attention to profitability and measurement of net profit when are evaluate their firms performance (see, Page, 1984) .
International Journal of Business and Management Vol. 8, No. 24; Holmes and Nicholls (1998) concludes that the extent of accounting practices in SMEs depend on a number of factors such as age of business, size of the business, and the nature of the industry. They further point out that most SME owners and managers engage public accountants to prepare required information. According to Ismail and King (2007) , the development of a sound accounting system in SMEs hinge on owners level of accounting knowledge and skills. Some authors have argued that small businesses use professional accounting firms for preparation of annual reports and for other accounting needs (see, Keasy & Short, 1990; Bohman & Boter, 1984) . Lalin and Sabir (2010) , reports that the main drivers why SMEs prepare financial statements is pressure from regulatory authorities. Hussein (1983) notes that, a good accounting system is not only judged by how well records are kept but by how well it is able to meet the information needs of both internal and external decision-makers. Clute and Gitman (1980) uphold that it is common for qualified accountants to do a good job of keeping records up to date but they fail to provide information needed by decision-makers. Interestingly, however, others argue that the high cost of contracting professional accountants has left SME owners with no better option but to relegate management of accounting information (see, for example, Evaraert et al., 2006; Jayabalan & Dorasamy, 2009 ). Zhou (2010 has proposed the use of accounting software to improve accounting practices, albeit he laments the unavailability of medium-sized software for SMEs.
A study conducted in Zimbabwe on 100 SMEs by Maseko and Manyani (2011) brings out that SMEs do not keep complete records of accounts due to lack of knowledge in accounting and the cost of engaging professional accountants. Consequently, the use of accounting information to support measurement of financial performance by SMEs is ineffective. The study proposes that regulatory bodies must develop specific guidelines for SME accounting and organise accounting training programmes for entrepreneurs in small businesses. They also recommend the application of mandatory record keeping to improve accounting practices of SMEs in Zimbabwe.
Mbroh and Attom (2011) studies 217 out of 250 SMEs in Ghana and reports that 59% do not practice formal accounting at all. The reasons they gave to this include low levels of education and inadequate knowledge in accounting which makes it difficult for them to appreciate the need to practice accounting in their business.
In a study of 148 respondents in Nigeria (Enugu), Okoli (2011) links proper record keeping and profitability of small scale enterprises and assert that due to inadequate record keeping, the small scale operators could not assess their performances effectively. He argues that in order to enhance the profitability of small scale enterprises and their continuity, there is need for adequate record keeping which will help the proprietors to keep track of the performance of these enterprises. Mensah et al. (2007) states that a significant number of enterprises in their survey kept no records pertaining to operations, finance, audited accounts, tax returns, and so on. Until recently, all the micro and small enterprise could not receive credit from the banks and promotional institutions on grounds that the formal banking sector considered them a high risk area, and hence charged them high cost for borrowed funds from the banks.
In assessing the financial statements of micro and small enterprises, Aryeetey et al. (1994) claims the existence of practical problems in deriving records and figures that make up the statements. One reason for that is because for almost all enterprises the owners keep all the records in memory and hence the lack of records of all kindssales, marketing, accounting, credit borrowing from lending institutions, staff costs, owners emoluments, etc. Owners of SMEs do not keep proper records and thus, they are not able to provide data about their entities.
Methods and Results
Data Collection
The study applies descriptive quantitative survey method. This method entails gathering of data from primary sources aimed at achieving the objectives of the research. The sampled population comprised of 260 SMEs in the Kumasi Metropolitan Assembly of Ghana. We based on the objectives to develop the questionnaire for the survey and possible responses. Data for the study was gathered from Managers and/or Owners of SMEs through self designed questionnaire covering the various variables identified in the literature. A literature review was conducted on both primary and secondary resources. This covered all the key concepts that were used in the study to provide the theoretical framework and background against which an important tool of the study, the questionnaire was developed. The review in addition, provides the basis for discussions and support for many views that were presented in the study and also added some weight to the conclusions drawn, and recommendations made. The questionnaire had three major sections. The first part covered the demographic profile of the respondents followed by the profile of the business entity. The next section covered the question that sought to categorise respondents into whether proper books of accounts is maintained or not. Finally, after the categorisation, respondents were asked to give reasons why they maintain or do not maintain accounting records.
The non-probability convenience sampling technique was employed to distribute the questionnaires to 260 Managers/Owners of SMEs. With the support of friends and colleagues the questionnaires were sent to retail shops (including Owners/Managers of provisions, pharmaceuticals, hardware, building materials), general merchants, manufacturing entities (including metal and glass fabricators, furniture works, printing and stationeries) and a range of other service providers (including guest or rest houses, restaurants, private schools), etc.
In all about 260 questionnaires were sent out to collect the necessary data for the study. About 224 of the questionnaires were returned, which gives a return rate of 86.15%. Out of the 224 questionnaires, there were 14 which were not properly completed and therefore could not be used as part of the analysis. The number of questionnaire used for the analysis for the study was 210. We adopted descriptive techniques and measures of central tendency to analyze the responses. Besides, some results are presented using tables.
Empirical Results
Profile of Respondents and Surveyed Firms i. Age and Gender
Out of 210 respondents survey, 125 (59.52%) were males, while 85 (40.48%) were females (refer to Vol. 8, No. 24; ii. Educational Qualification
One critical element used in understanding the behaviour of business owners and managers is their educational qualification. To a larger extent, most Ghanaians are of the view that, to be successful in understanding the dynamics and challenges posed by business management one needs a reasonable higher educational background. The level of educational attainment influences the understanding of the importance of maintaining proper books of accounts. Also, it is expected that if a business owner has a reasonable level of education it will indisputably affect his influence on implementing the necessary accounting and control systems in the business. Our results indicate that more than 72% of the respondents had qualifications below Diploma. Over 55% of the respondents have below or up to second-cycle qualification.
iii. Level of Accounting Skills
Since the literature points out level of accounting skills as one of the reasons why most SMEs do not have interest in preparation of accounting records, we sought to understand respondents own rating of their level of accounting skills. It turned out that, close to 50% rated their level of accounting skills as below average. A little over 10% of respondents ranked their level as average or above average.
iv. Profile of Firms
Our questionnaire captured the profile of firms surveyed in terms of nature of business, ownership structure, number of employees, as shown in Table 2 . Most of the businesses in the survey were either managed by the owner or a close relative and a larger percentage employed less than 5 staff. On the ownership structure of business, close to 90% of the firms surveyed were classified as sole proprietorship. Most of these businesses were managed by their owners. Also, the nature of the business indicated that majority of the businesses surveyed were involved in retailing. This segment comprises of dealers in provisions, fashion and clothing, general merchandise, etc and makes up over 60% of the surveyed firms. Services follows with a little over 24% whereas the wholesale segment follows with 10% and less than 6% for manufacturing. 
Keeping Accounting Records
After taking some general information from the respondents and the firm, the main questioned was posed: "Do you keep accounting records?" This question sought to categorise the respondents. Those who respond "yes" will continue to answer questions on accounting records whilst those who answered "no" were asked to give reasons why accounting records are not kept to get to the end of the road.
Out of the 210, 35.24% respondents answered yes. The "yes" meant that, per their own understanding of accounting records they are in place. The records are of two forms: the books of account and financial report. The books are the Receivables ledger, Payables ledger, Cash book, General ledger, etc whereas the statements came in the form of Statement of Financial Position, Income Statement (popularly known to them as Profit and Loss Account), Cash Flow Statement, and others. The respondents have different forms of records and their understanding of accounting record is subject to further justification. The 136 who answered "No" are those whose records, even when they have, do not follow any prescribed manner to make it qualify for a classification under any accounting record.
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International Journal of Business and Management Vol. 8, No. 24; Those who answered "No" (N=136) were asked whether they kept any form of records for their transactions. Of the 136 respondents, 109 (80.15%) answered that they kept some "informal" notes that guide them to track their debtors but such notes do not follow any order to make it qualify for any form of accounting records. This implies that less than 20% of those who do not maintain accounting records have no records at all for their transactions. Table 4 has this report. According to those who keep some personal notes of transactions, the strategy is meant to curtail any form of challenges to be posed in the absence of formal accounting. Although this situation may be convenient and serve as a useful internal guide to some owners, it trounces the purpose of accounting. This is because it becomes very difficult to present the business to the outside world to ensure confidence in the business and ultimately inhibit the growth of the business. After establishing that there are close to 65% of the respondents who do not keep accounting records, we sought to determine what motivates others to maintain accounting records. The strengths of factors that serve as motivation were measured using a five-point Likert scale and mean score and standard deviation were computed for each item. Respondents were asked to rate 6 reasons for deciding to prepare and maintain accounting records using the five-point Likert scale with five being "strongly agree" and one being "strongly disagree." A higher mean score for a factor indicates greater importance. Table 5 shows that respondents agree that the main purpose for keeping the records is "to keep track of receivables and payables". A larger percentage of respondents agree that it is important to monitor what is A/R and A/P when running a business. A/R is important because you need to know (and have records on) how many of your customers owe you money; A/P is important because you need to know how much you owe. The mean and standard deviation for this factor are 3.93 and 1.16 respectively. The other factors that rank high are "performance evaluation purposes" and "to assist in accessing credit/finance" with mean scores 3.42 and 3.34 respectively. The lowest ranked factor among those presented was "for income distribution purposes" at 2.88. This observation holds very well since in Ghana partnership businesses are not many. Vol. 8, No. 24; 
Why Accounting Records Are not Kept
After the respondents have been categorised into two, those who do not keep accounting records were asked to rank a list of eight possible reasons to justify why they do not do that. The five-point Likert scale used to measure the extent of agreement or otherwise had 5 as "strongly agree", 4 as "agree", 3 as "uncertain", 2 as "disagree" and 1 as "strongly disagree". A higher mean score on a variable indicates a strong agreement. We present the results in Table 6 . Respondents agreed that the main reason for it is that "There is no need to keep accounting records". It has a mean of 4.05 and standard deviation of 1.08. This means that the respondents do not see the need to keep accounting records. Again, this was followed by reasons like "It exposes your financial position" and "It makes your enterprise pay more tax" with mean of 4.00 and 3.82 respectively. We used a five-point Likert scale, with four as "strongly agree" and one as "strongly disagree", respondents rated 7 possible challenges to be faced in maintaining accounting records in terms of its preparation and the problems they present for the business. Results presented in Table 7 indicate that the reason that "It requires technical knowledge" was rated as the most important challenge at 4.16, followed by "It is expensive" at 3.70.
In the list of challenges presented, those rated as least problematic are "It makes your enterprise pay more tax", "It exposes your financial position" followed by "It requires more staff". This implies that respondents are in agreement that since it is technical it makes it very expensive. Although it presents challenges related to paying more taxes or exposing your financial position, once they have decided to keep the records it is not an important challenge for them. On their opinion of what could be done to improve the accounting practices of SMEs, a list of eight suggestions was presented for respondents to rank. Similar to previous techniques, a five-point Likert scale with 5 being "strongly agree" and 1 as "strongly disagree" was applied. The result is presented in Table 8 and we can see that respondents agree that educating managers and owners on the need to keep accounting records is paramount. This is in agreement with the fact that most of the respondent who do not keep the records are of the opinion that it is of no use to keep them.
International Journal of Business and Management Vol. 8, No. 24; 
Conclusion and Policy Recommendations
The study seeks to explore the accounting practices of SMEs in Ghana. The results reveal that SMEs do not maintain proper books of accounts because owners do not appreciate the need to keep accounting records, lack the necessary accounting knowledge and blame the cost of hiring accounting professional. Consequently, the application of accounting information to support assessment of financial performance by SMEs in Ghana is inefficient.
Accounting training programmes for SMEs should be initiated by the Ministry responsible for Trade and Industry for those who do not know about the importance of maintaining accounting records to come to grips with it. This strategy will help them to advance their accounting practices and bring about the possibility of formalizing their operations. As critical as accounting information is in managing relationships with the outside world, owners and managers need to understand the role of such information in the form of clear financial statements in ensuring proper justification for business transactions and state of affairs.
We recommend that, as a means of motivation, the authorities should design specific guidelines for SMEs accounting and provide templates for accounting practices of SMEs. This strategy will reduce the technicalities involved in maintaining accounting records and also make the whole process very simple and friendlier.
Since most of the respondents seem not to support attempts of making it mandatory to maintain proper accounting records and subsequently produce final accounts, we recommend that accounting record in SMEs become mandatory. We maintain that proper accounting is paramount in any business and that it is crucial in tracking all aspects of the business from the information contained in the books -as in what is happening in the business, how much has been sold, what the costs are, what activities are profitable, whether selling prices leave a suitable margin against cost and so on.
The government should put in place a regulatory body to ensure that SMEs keep proper books and prepare final accounts. This will not only ensure the proper declaration of income and increase tax revenue to the government but also make available proper data for national income accounting which usually influences major government policies. To the extent that such information is required by business owners and government, the necessary legal instruments and proper monitoring must be in place to ensure compliance.
